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KEY ECONOMIC INDICATORS Exchange rate as of Oct. 30, 1974 
ee U.S. $ 1.00 = DM 2.5739 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (DM billion), 6/74 
Private Consumption 
Government Consumption 
Fixed Investment 
GNP at 1962 prices (DM billion), 6/74 : : 
GNP Price Deflator, 6/74 # 5.9 5.7 
Per capita GNP, current prices (DM) 13,505 14,981 N.A. : ~ 
Disposable Income (DM billion), 6/74 26.7 ahs 7 294.2 
Savings as % disposable income, 6/74 14.4 14.0 
Employment (1,000s) of wage and salary earners, 
industrial, 6/74 8 8,368 
Unemployment Rate, 9/74 3/ 1.1 < 
Productivity Gain, 6/74 4/ ‘ .O 
Indices: 
New Industrial Orders (1970=100), 8/74 
Industrial Production (1962=100), 8/74 ‘ ; 
Retail Sales (1970=100), 7/74 ans Aho 130. 7. 
Industrial Wages and Salaries per employee 


(1962=100), 7/74 236.1 262.5 282.2 . +11.3 
Cost of Living (1970=100), 9/74 111.1 118.8 126.3 : +7.2 
Industrial Prices (1970=100), 8/74 107.0 114.2 127.8 ‘ 3. 


MONEY 
Money Supply (DM billion) *, 8/74 139. 2.9 141.2 
Domestic Credit Outstanding (DM billion)*, 8/74 672.2 745.1 776.7 
Federal Debt Outstanding, Domestic (DM billion)*, 

8/7h, 42.1 48.5 53.0 _+15.2 419.1 
External Debt (DM billion) *, 8/74 . ' O. 
Interest Rate, Central Bank *, 10/74 
Interest Rate, Comm'l bank medium-term *, 8/74 
BALANCE OF PAYMENTS AND TRADE 
Gold & Foreign Exchange Reserves (IM billion)*, 


9/74 
Balance of Payments Surpl./Deficit(DM bil)+/-,8/7. 
Balance of Trade (IM billion) +/-, 9/74 

Total Exports, FOB (DM billion), 8/74 
To U.S., FOB (IM billion), 8/74 . 

Total Imports, CIF (DM billion).8/74 -7_ 145.4 Ts 3. +23. 9 
From U.S., CIF (2M billion), 8/74 . . +15.0 
From EEC, "CIF (DM billion), 8/74 69.1 75.5 56. 3 +13.5 

Main Exports to the U.S. in January-June 74 in $ million: 
Machinery 442; Aircraft & Vehicles 1,693; Chemicals 232; Electrotechnical Products 145; 
Optical Products 93. 

Main Imports from the U.S. in January-June 1974 in $ million: 


Edible Fats and Oils 468; Chemicals 320; Machinery 296; Electrical Equipment 228; 
Grains 220; Aircraft 218. 


p/ Preliminary. 1/7 Cumlative through latest date shown, except for items marked *. 2/7 1974 1 
through ltest date shown over the same period in 1973, except for items marked *. 3/ As 4 
percent of labor force. 4/ Increase in real domestic product per employee in percent. 

Note: Items marked * are as of year end 1972 and 1973, and as of latest month shown for 1974. 
1974 percentage changes indicate changes of latest date shown over comparable date in 1973. 





SUMMARY 


Compared with many other countries Germany's economic 
situation is enviable. Due to a successful FRG policy 
emphasis and the necessary adjunct of this -- restraint -- 
the German 7 percent inflation rate is considerably 

better than elsewhere. Also, there is a huge trade sur- 
plus and the GNP growth rate is still slightly on the 
positive side. Nevertheless, several indicators support 
the feeling that all is not well -- especially in the 
context of Germany's own economic experience. Unemploy- 
ment is up and is sure to hit higher levels in the winter 
months. In this respect and others the levels are similar 
to that of the 1967 recession. Profits are squeezed and 
new investment is dropping in real terms. Business pessi- 
mism is reflected in the impressions gathered by the Con- 
Sulates and others. Weak domestic demand compensated for 
by expanding export activity has so far characterized the 
picture. This may change as foreign demand drops off and 
the domestic side picks up in response to more expansionary 
policies. Imports from the U.S. have grown at a slightly 
better rate than total non-oil imports; however, the rate 
of increase next year may be reduced. 





CURRENT ECONOMIC SITUATION AND TRENDS 
The Here and the Now 


Relative to the rest of the industrialized nations of the 
Western world the Federal Republic must be regarded as be- 
ing in a very favorable economic situation. While the other 
developed countries struggle with inflation rates in the 12- 
25 percent range, Germany is holding steady at the enviable 
level of 7 percent. GNP growth is still slightly on the 
positive side even though it is strongly negative in some 
other important countries. Unemployment is only 2.3 percent 
of the work force compared with much higher rates in the 

U.S. As the rest of the oil consumers of the world are reel- 
ing under the impact of the petroleum price increases and the 
resultant payments deficits, the Federal Republic may rest 
easy on its high reserves, which, however, have meanwhile 
ceased to grow. The important point is, though, that despite 
all the foregoing facts there prevails a certain mood of 
pessimism in Germany about the economic state of the nation. 


Examination of the data does suggest that the country is in- 
deed in a cyclical trough and that relative to its own recent 
economic history, the gloomy mood seems justified. 


Real GNP growth in 1974 will be around 1 percent as compared 
with 5.3 percent last year. In only one other year since 
1950 has lower growth been recorded, and that was in the re- 
cession year of 1967 when the figure was an only slightly 
lower -0.2 percent. The weakest element in the 1974 GNP pic- 
ture has been lagging investment, which in real terms will 
register a negative 7-8 percent growth for the year. Again, 
the only comparable performance is found to have taken place 
in 1967. Informed observers blame the lack of investment 
activity on the persistent profit squeeze and the poor per- 
spective confronting business. Particularly hard hit have 
been the construction and auto industries along with textiles. 
Chemicals and steels have fared well, however. Uncertainty 
as to the economic future has also played a role in dropping 
the most important demand element in the GNP, private con- 
sumption, to about zero growth in real terms. Reflecting 
this has been a rate of increase in retail sales below the 
rate of inflation with the consequent complaints of poor 
business conditions being heard from this sector. The total 
number of business insolvencies is up 42 percent over last 
year with nearly 5,000 such cases being recorded during the 
first eight months of this year. 





But all is not a litany of woe, and there are some signi- 
ficant bright spots. Chief among these is the record in 
controlling inflation. It was 7 percent last year and is 
currently running at about the same rate. This contrasts 
strongly with the 12-20 percent and even higher rates in 
other industrialized countries. Also outstanding was the 
performance in the external sector. Even though Germany 
must import nearly all its very considerable petroleum 
requirements at three-times-higher prices, it remark- 

ably continues to run high trade surpluses. For the first 
nine months of 1974 this latter figure was DM 37 billion 
as compared with DM 33 billion for all of 1973. Labor has 
been doing well also, with real wage increases currently 
running 3 to 4 percent, which has been the range for the 
last couple of years. 


The Outlook 


In terms of aggregate growth, the domestic economic fore- 
casters in Germany feel that the bottom has about been 
reached, but the recovery will be slow, with only a very 
gradual pick up to a 1.5 percent annual rate of growth in 
GNP in the first half of 1975 and a more significant if 
less certain improvement to a 3 percent annual rate in the 
second half of next year. For the year this would mean 
2.5 percent growth. Investment in real terms will still 
decline in response to a lagging profit picture, but this 
situation is expected to change to the positive side in 
the second part of next year. 


Inflation is not expected to worsen next year, and may even 
drop a bit to a 6.5 percent annual rate according to leading 
German economic research institutes. This could have the 
subsidiary effect of bringing upward pressure on the Deutsche- 
mark due to the much higher inflation rates prevailing among 
Germany's neighbors and trading partners unless capital 
movements should be in an offsetting direction. Similarly, 
the relatively restrictive economic policies of the FRG which 
have contributed to its greater price stability have not 
harmonized all that much with its fellow EEC members. Asa 
result they could bring pressure to bear on the Germans to 
reflate. This non-harmonization of national economic policies, 
of course, is a counterforce to the strengthening of the 
Community which could become more acute with the passage of 
time. 





Other pressures to undertake expansionary policies but 

of a domestic origin are also present and, while present- 
ly not excessively strong, are nonetheless growing. Chief 
among these is the prospect of increasing unemployment. 
The German economic research institutes forecast that un- 
employment will reach one million this winter, which would 
represent 4.3 percent of the work force. Not even in the 
recession of 1967 was the unemployment situation so severe 
and one must go back to the fifties to find equivalent 
figures. 


A primary causal factor for the economic problems has been 
the weakening of domestic demand, a process that began in 
late 1973 and has continued through to present. The full 
effect of this, though, has been delayed by a diversion of 
productive capacity to export markets. Exacerbating the 
situation more recently has been the prospect of a softening 
of external demand for German goods. Possible evidence of 
this trend is found in the fact that the quarterly increments 
to the trade surplus this year are for gradually decreasing 
amounts whereas last year the reverse was the case. Further- 
more, German exporting manufacturers are simply not invest- 
ing in expansion of plant facilities because they do not see 
the weakened economies abroad afflicted by oil-crisis-induced 
balance of payments problems as offering any great potential. 
Rather, there is the specter of having German entry to ex- 
isting markets restricted by protectionist measures imposed 
by its trading partners. A recent $2 billion dollar loan 
from the Bundesbank to Italy was in great part motivated by 
the desire to avoid this and the consequent losses to the 
German economy. Future such bail outs may also be necessary, 
although there are limits to the German largesse and capa- 
bility for the European balance-of-payments problem is of too 
great a Magnitude. The self-interest of the FRG in doing 
something, however, is evident when one realizes that exports 
are equal to 22 percent of real GNP. German economic growth, 
especially in the recent past, has been largely dependent on 
the export sector and the entire economy is vulnerable to an 
uncommon degree to the health of foreign demand. Fortunately, 
the relative inelasticity of demand for many German products 
has so far largely cushioned the impact of an ailing inter- 
national economy. The economic jnstitutes quantify all this 
by forecasting a real increase or only 4.5 percent in exports 
of goods and services in 1975 as compared to the 16 percent 
rate maintained in the previous two years. 





oFua 


A critical factor in the future direction of the German economy 
is the outcome of the collective bargaining round that labor is 
entering into with management. Too high a wage settlement, the 
Government fears, will throw its "stablization" plan off course, 
generate inflation, and - in the long run - lower growth and 
increase unemployment. While the steel workers in Bremen recently 
agreed to a 9+ percent contract, which, with fringes and retro- 
active features, is actually closer to 12 percent, other labor 
groups are asking for even higher wage boosts. The predominant 
tone of Government public statements is to urge moderation in 
demands and stress the need for belt tightening in the months 
ahead. The Government's goal is to hold the growth of effective 
gross wages per employee in the 9 1/2 percent range. The hope 
and expectation is that the usually relatively cooperative labor 
sector will get the message. 


‘Once the wage negotiating round is past, the unemployment rolls 
approach one million, and elections appear on the horizon, a 
certain degree of expansion may be an inevitable Government step. 
A modest move in this direction was undertaken in October with 
the announced injection of DM 950 million from a special "counter- 
cyclical" reserve which will be mainly directed at assisting the 
very sick construction industry. A still larger sum of about 

DM 10 billion of the "countercyclical" funds, previously syphoned 
off to check excess demand, awaits tapping in the Bundesbank for 
additional pump priming. While there has been no announced 
intention to mobilize these funds, chances are that pressures 
will be brought to bear next year to do so. 


Another issued that could relate to the foregoing, is the growing 
public sector budgetary deficit which is now estimated to rise 

to DM 20 billion in 1974 and DM 47 billion in 1975, and how to 
cover it. The deficit arises from a mildly redistributive tax 
reform to become effective in January that will cost Government 
an estimated DM 14 billion in 1975 alone, an unavoidable growth 
in statutorily required expenditures, and lower than anticipated 
revenue deriving from slow growth and high exports. 


A recent survey by an independent research institute of the 
attitudes of the manufacturing sector reflects marked pessimism. 
In contrast to the usual seasonal pattern, production was cut 
back in September, and demand weakened. A constinuation of this 
trend is foreseen for the coming months. 





Order backlogs are declining and involuntary stockbuilding 
characterize the situation according to the survey. 


Against this background, the Bundesbank has begun to adjust 
its policies to "changed circumstances." Whereas earlier 
cuts in minimum reserve ratios were essentially designed 

to offset the liquidity drain resulting from outflows of 
foreign exchange, the late October decision to reduce the 
discount and the Lombard rate by 0.5 percentage points and 
to increase rediscount quotas is thought by some observers 
to represent a first cautious step toward loosening the 
monetary reins. 


IMPLICATIONS FOR THE U.S. 
Competition Stiffens for U.S. Exporters 


Comparison of the January-August period of this year with 
last shows that imports from the U.S. rose 15 percent. This 
represents an improvement by 2 percentage points over the 

13 percent growth registered in 1973 over 1972. However, 
overall FRG imports have risen 24 percent in the comparable 
eight month period this year, a significant 11 percentage 
point jump over the 13 percent increase recorded for the 

year 1973. While it might be concluded that U.S. goods are 
not competing nearly so well with imports from other countries 
this year as last the figures are distorted by the massive 
price increases for petroleum imports. If crude oil imports 
were subtracted from the statistical picture, the rate of in- 
crease of imports from the U.S. would be marginally higher 
than those from the rest of the world. Expert German fore- 
casters predict a less dynamic demand for imports in 1975. 

In fact, they imply that the overall import growth rate may 
be halved. Imports from the U.S. could reasonably be expected 
to at best roughly follow the same pattern - i.e., have its 
growth rate cut in half. This would mean a 7-8 percent in- 
crease in 1975 over projected imports from the U.S. of about 
$5.5 billion in 1974. 


What Should Sell 


A recent assessment by the Foreign Service Posts in Germany 
of the priority products which the Posts believe have 

the highest potential for incremental U.S. sales in Germany 
confirmed the U.S. lead in high technology items. 





These include business equipment and systems, computers, 
electronic components, electronics industry production and 
test equipment, fluid power and transmission equipment, 
health industries equipment and instrumentation. Process 
control instrumentation, pollution control instrumentation 
and equipment, laboratory instruments, and graphic arts 
equipment were also listed as target industries with the 
highest sales potential. 


Detailed market research studies conducted recently for the 
U.S. Department of Commerce (which are available to U.S. 
businessmen through the Department's District Offices) re- 
veal these opportunities for U.S. products: 


A. The German market for temperature measurement and 
control instrumentation represents about $110-130 million. 
U.S. products with promising sales potential cited were 
thermocouples, thermistors, heat flux transducers, quartz 
sensors, to mention a few. 


B. Components for machinery and vehicle design engi- 


neering from the U.S. are highly regarded and considered 
advanced. Germany's lack of the mass production of advanced 
aerospace hardware and smaller R and D efforts in other 
specialized fields have led to a lack of such advanced de- 
velopments. 


C. During 1973 newly installed food processing and 
packing equipment in Germany amounted to a total of $400 
million. The "Americanization" of German eating habits 
and food distribution are among the biggest boosters for 
sales of U.S. FPP equipment in Germany. 


D. The market for safety, plant maintenance and se- 
curity equipment in Germany amounts to $550 million. The 
demand for safety equipment is practically assured by 
stringent labor safety requirements. The trend to social 
legislation as well as the ever stricter enforcement of 
existing safety laws portend the continued expansion of this 
market in excess of the general industrial growth rates. 
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